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INDONESIA - Key Economic Indicators 
Exchange rate: 
1981: US$1.00=630 Rupiah 
1982: US$1.00=660 Rupiah 
1983: US$1.00=970 Rupiah 
1984: US$1.00=1000 Rupiah 
1981 1982 1983 


Population (million midyear) 150 153 156 
GDP (% growth in constant 1973 rupiah prices) Re 2 4-54 
GDP ($ million, current prices) 86,500 90,350 80,0002 
Per Capita GDP ($) 540 590 5104 
Consumer Price Index 180 198 222 
Money Supply (Rps. billion-Dec. 31) 6,486 Fare 7,569 
Foreign Investment Approvals 
(non-011)($ million) 1,012 1,863 1,788 
Net Official Int'l Reserves ($ million-Dec. 31) 6,244 4,154 4,808 
External Official Debt? 15,709 20,037 24,010 
(Disbursed - $ million-Dec. 31) 
Debt Service ($ million) 2,100 2,318 2,7004 


FY FY FY 
GOVERNMENT BUDGET (Rps. Billion) 81/82 82/83 83/84 
Actual Actual Actual 


Routine Expenditures 6,978 6,996 8,412 
Deve lopment Expenditures 6,940 7,360 9,899 
Domestic Revenues 12,213 12,418 14,433 


Dev. Receipts(external loans and grants) 1,709 1,940 3,882 


OFFICIAL BALANCE OF PAYMENTS kJ FY FY 
($ Tone 81/82 82/83 83/84 


Actual Actual Preliminary Estimate 

Overall Balance (change in off. reserves) -988 -3,280 2,061 210 
Current account -2,790 -7,073 -4,711 -4,669 
Exports, Merchandise.(F.0.B.) 22,994 18,638 19,310 19,875 
Oil and LNG 18,824 14,744 14,140 13,825 
Non-oil 4,170 3,894 5,170 6,050 
Imports, Merchandise (F.0.B.) 17,911 18,496 17,103 17,287 


Oil and LNG sector imports 4,916 4,365 4,299 4,097 
Non-oi1 12,995 14,131 12,804 13,190 


U.S.-Indonesian Trade ($million)& 1981 1982 1983 19844 


Indonesian Exports to the U.S. 6,022 4,224 5,285 5,800 
U.S. Share of Indonesian Exports (%) 18.3 Zes5 24.7 
Indonesian Imports from the U.S. 1,297 2,017 1,460 1,500 
U.S. Share of Indonesian Imports (%) 13.5 14.2 14.0 


Source: Bank Indonesia, Central Bureau of Statistics, Ministry of Finance, Investment 
Coordinating Board, U.S. Department of Commerce, Embassy Estimates. 


-- SEmbassy estimates. Decline is dollar terms in 1983 GDP and per capita GDP 


peflects 28 percent devaluation of March 30, 1983. 

-- "Government debt, including debt of state corporations such as Pertamina and Garuda. 
-- CIndonesian FY April 1 to March 31 (Source: FY 84/85 Budget). 

-- “Source: FY 84/85 budget and the IVth Five Year Plan. 

-- ©Trade flows based on U.S. Department of Commerce statistics, while marketshare is 
calculated using Indonesian official statistics. 





SUMMARY AND PROSPECTS 

Depressed international markets and weak oi] prices were primarily 
responsible for Indonesia's recession in 1982 when real GDP growth fell 
to 2.3 percent. The significant improvement in 1983 to an estimated real 
GDP growth of 4.5 percent was largely attributable to a rebound in oil 
and LNG production, along with a significant recovery in foodcrop 
production and non-oil exports. The GOI's package of strong economic 
measures introduced in 1983--an austere FY 83/84 budget, a reduction in 
domestic oi] subsidies, a 28 percent devaluation of the rupiah, the 
rephasing of major public sector investment projects and the 
liberalization of the banking sector --have continued to contribute to 
this recovery. A decline in imports in FY 83/84 (April 1-March 30) and a 
33 percent increase in non-oil exports led to a decrease in the current 
account deficit of 2.4 billion dollars as compared to FY 82/83. The 
overall balance of payments showed a surplus of over two billion dollars 
and total net foreign assets of the monetary system grew to over nine 
billion dollars by March, 1984. Conservative fiscal policies pursued 
during FY 83/84, in particular in expenditure restraint, led to a 
significant improvement in the financial position of the Central 
Government. Domestic inflation as measured by the Consumer Price Index 
registered an increase of 12 percent for 1983, compared with 10 percent 
in 1982. 


The success of the adjustment policies of the past two years has 
inevitably entailed some short-term costs in terms of growth, incomes, 
investment and employment. Nevertheless, growing agricultural 
production, booming non-oil exports, and a significant increase in LNG 
production should lead to a real GDP growth of between 5-5.5 percent in 
1984. The pass through of the cut in oi] subsidies and the introduction 
of VAT will likély:mean higher inflation in 1984, though it should be 
held to under 15 percent. Balance of payments stringencies, the 
government rephasing program and the need to promote 
employment-intensive, low import content public investment projects wil] 
affect the outlook for export sales to Indonesia, particularly to the 
public sector. Given the relative decrease in the ability of the public 
sector to finance development activity, the private sector is being 
encouraged to play an increasingly important role in capital formation 
and in execution of projects and programs. This should provide added 
opportunities for American investors and exporters, although growth in 
the private sector's external debt will also be closely monitored by the 
government. Recent credit and tax reforms should prove to be beneficial 
to the private sector and the government has started taking various 
deregulatory measures that could also improve the climate for private 
investment. 


DOMESTIC ECONOMIC DEVELOPMENTS IN 1983 


While the official estimate of real GDP growth for 1983 is not yet 
available, current estimates center around 4.5 percent, rebounding from 
the drop to the 2.3 percent real growth registered in 1982. The bulk of 
this recovery was accounted for by an improvement in oi] and condensate 
production which grew by about six percent in 1983. LNG production grew 





by about 7.5 percent in the period due to the early completion of two 
additional trains at Bontang. Based on available data, the agricultural 
sector-particularly rice, corn and sugarcane - grew by around 4.5 percent 
as opposed to 1.2 percent (at 1981 constant prices) during drought 
affected 1982. Manufacturing growth was spotty; high growth rates in 
iron and steel, fertilizer, and electrical appliances, with continued 
recession in much of the domestic textile industry and in vehicle and 
motorcycle assembly. Overall, it is estimated that the manufacturing 
sector increased its growth rate from 1.2 percent in 1982 to five percent 
in 1983. 


The March, 1983 devaluation and the upward adjustment in domestic 
petroleum prices in January, 1983 and January, 1984 have caused 
inflationary surges in the economy. A number of factors, however, 
including weak domestic demand, strong demand management policies and 
wage restraint in the public sector have lessened its impact on domestic 
prices. The government has in addition mitigated the inflationary impact 
of its economic adjustment policies by holding the expansion of the money 
supply to well below historical levels. While annual growth in money 
supply for the period 1975-81 fluctuated between 25-45 percent, growth in 
1982 was only 9.8 percent and in 1983 it was 6.3 percent. Inflation as 
measured by the CPI was 10 percent in 1982 and 12 percent in 1983. 
Assuming a continuing conservative stance in the rate of growth of money 
supply and a modest rate of growth in international prices in rupiah 
terms, the government should be able to hold inflation below 15 percent 
for 1984. 


The adjustment measures undertaken by the government during the first 
months of 1983, particularly the austere FY 83/84 budget, the devaluation 
and the rephasing, have improved the financial position of the Central 
Government. Total receipts for FY 83/84 were Rps. 18.3 trillion, about 
Rps. 1.7 trillion above the budgeted level. While this increase is 
partly due to devaluation, which increased the rupiah value of oil and 
LNG taxes and government foreign borrowings, non-oil revenues also grew 
by 15 percent. The major improvement in the fiscal situation, however, 
was caused by government restraint in current expenditures, where despite 
a 66 percent increase in interest expenditure on foreign debt brought 
about primarily by the devaluation, overall expenditures only grew by 14 
percent. The government's efforts to reduce public investment to save 
foreign exchange also affected its rupiah expenditures. Restraint in FY 
83/84 in actual government disbursements as compared to actual government 
revenues led to a growth in net government deposits with the banking 
system to over Rps. six trillion in March, 1984 from approximately Rps. 
four trillion in March, 1983. A similar trend in net government deposits 
with the banking sector was evident in FY 79/80, FY 80/81 and FY 81/82 
while there was a substantial decline in these net deposits in FY 82/83. 
In budgetary terms, this suggests a return to the less buoyant period of 
the 1970s in contrast to the expansionary impact of the FY 1982/83 budget. 


The FY 84/85 budget estimates indicate another year of moderate 
growth in revenues and continued restraint on expenditures. The main 





features on the revenue side are a negligible growth in oil] corporate tax 
revenues, modest growth in other domestic revenues at a rate not much 
higher than the growth in nominal GDP, and a further substantial increase 
in foreign borrowing. In the routine expenditures side there has been a 
15 percent increase in civil servants' salaries (after a two-year freeze) 
and there will be a substantial increase in external debt service 
payments (34.5 percent). There is no allowance in the budget for food 
subsidies, the domestic oil subsidy has again been cut back, but che 
fertilizer subsidy has been retained. In real terms, the estimated 
increase of 7.5 percent in routine expenditures (nominal 20.1 percent) 
will be offset by an estimated real decrease of 6.9 percent (nominal 5.7 
percent increase) in the development budget. The budget also indicates 
that there will be a decline in budgeted defense spending, a small 
decrease in the allocation to Inpres program and a cut back in government 
capital participation in private sector projects. Planned development 
expenditures for FY 84/85 suggest that agriculture, electric power, 
housing and water supply, health, and manpower and transmigration will be 
given additional emphasis while expenditures on transportation, tourism, 
and industry and mining will be restrained. 


EXTERNAL ECONOMIC DEVELOPMENTS: FY 83/84 Balance of Payments 


Indonesia's balance of payments for FY 83/84 (April 1-March 31) 
showed significant improvement with the current account deficit estimated 
to have been reduced by 2.4 billion dollars compared with FY 82/83 to 4.7 
billion dollars. (This was the official estimate in April 1984; more 
recent estimates indicate the deficit may drop to 4.2 billion dollars). 
This change was due entirely to an improvement in the non-oi1/LNG current 
account. The world recovery and Indonesian adjustment measures, 
particularly devaluation and rephasing, were the underlying causes for 
this improvement. Non-oil/LNG exports increased by 1.3 billion dollars 
(33 percent) to 5.2 billion dollars and non-oil/LNG imports declined by 
about nine percent. The increased export volume in the oi1/LNG sector 
virtually compensated for lowered export prices as is evident from a 
minor reduction in the current account net surplus of the 0i1/LNG sector 
(gross oi1/LNG exports minus oi1/LNG sector imports and oi1/LNG service 
payments) from 7.5 billion dollars in FY 82/83 to 6.9 billion dollars in 
FY 83/84. In contrast to FY 82/83 when the overall balance of payments 
deficit was 3.3 billion dollars, the overall surplus was 2.4 billion 
dollars in FY 83/84. Consequently, net foreign assets of the banking 
system rose from 7.5 billion dollars at the end of FY 82/83 to 9.9 
billion dollars at the end of FY 83/84 (4.7 billion Bank Indonesia net 
international reserves, 1.5 billion contingency reserves against swap 
liabilities to resident commercial banks and 3.7 billion net assets of 
commercial banks). 


The marked improvement in the non-oil/LNG trade accounts for FY 83/84 
are particularly striking. The 33 percent increase in non-oi1/LNG 
exports to 5.2 billion dollars was the first rise after four straight 
years of decline from the record high of 6.2 billion dollars in FY 
79/80. Gains were registered in nearly all areas with agricultural and 
forestry (particularly plywood and rubber) accounting for 800 million 





dollars of the 1.3 billion dollar gain. Exports of manufactured goods 
are estimated to have increased by 75 percent to 598 million dollars led 
by textiles which were up 81 percent and electrical appliances which rose 
by 56 percent. The decline in non-oil/LNG imports was largely 
concentrated in the area of government capital imports which declined by 
23 percent, although a substantial decrease in government sugar imports 
(which were 395 million dollars in FY 82/83) also contributed to the 
decline. Private sector imports, on the other hand, rose about 3 percent 
to 8.7 billion dollars. 


REPELITA IV: AN OPPORTUNITY FOR THE PRIVATE SECTOR 


The government's new Fourth Five-Year Plan (Repelita IV - 1984-89) 
took effect on April 1, 1984. The Plan framework is premised on an 
average five percent GDP growth rate (9.5 percent for industry, 3 percent 
for agriculture, 2.5 percent for mining/petroleum and 5 percent for all 
other) estimated as necessary to provide employment for the 9.3 million 
new entrants to the labor force during the Repelita IV period. Repelita 
IV lays somewhat greater stress on employment, small-scale labor 
intensive industry and non-oil exports than did Repelita III. The Plan 
recognizes that while the world oil market remains crucial to Indonesia's 
development process, it is particularly difficult to predict. 
Consequently, the Plan assumes that the price of oi] will remain at 29 
dollars per barrel through the end of 1985 with an increase of two 
percent per annum (in real terms) projected for 1986-89. The balance of 
payments constraint resulting from the above oil scenario will impact on 
public sector investment programs, particularly those of a capital 


import-intensive nature and has led the government to call for a much 
larger role for the private sector in the new Repelita. The Plan 
envisages total investment during the five-year period of Rps. 145 
trillion (145 billion dollars) of which nearly 50 percent is needed from 
the private sector, both domestic and foreign (an annual growth in 
private sector investment of 22 percent). 


Credit reform, tax reform and deregulation are major components of 
government policy for the new Plan and its increased emphasis on the 
private sector. With the prospect of limited growth of oil tax revenues, 
the new tax measures are intended to broaden the tax base and increase 
non-oil tax revenues from about seven percent of GDP in FY 83/84 to about 
11 percent at the end of Repelita IV. Lower corporate tax rates, 
liberalized depreciation schedules and simplicity and improved 
administration are all considered by the government to be important 
elements in promoting private investment. The financial reform measures 
undertaken in June, 1983 lifted government ceilings on most deposits and 
lending rates at state banks, restricted access to subsidized credit to 
only the highest priority sectors and removed credit ceilings on banks to 
encourage state-owned commercial banks to become more market oriented and 
more aggressive in seeking deposits. The President kept his commitment 
to cut red tape and investment disincentives by issuing KEPPRES No. 5 on 
April 11, 1984 which establishes the overall basis for simplification of 
licensing procedures. This decree coupled with the beginning of the 
removal of various licenses by certain Ministries are important parts of 





the government's program to restructure and deregulate the economy during 
Repelita IV. 


The emphasis on private sector investment in Repelita IV is not a new 
government policy. The New Order government since its inception in 1967 
has supported private sector investments and has sought to make the 
private sector an important partner in economic development. New Order 
goals, the Trilogy of Development, growth, stability and equity have not 
Changed. Nevertheless, the external shocks of the past two years coupled 
with expected continued pressure on the balance of payments are causing 
the government to look increasingly to the private sector for increased 
investment, technology transfer, employment generation and enhanced 
efficiency and productivity for the economy as a whole. In addition, the 
government is placing even more stress on efficiency in state-owned 
enterprises which are increasingly expected to pay market rates of 
interest and generate capital internally to finance a larger portion of 
their investment programs. The rephasing decision is also resulting in 
increased government encouragement of private sector investment in such 
areas aS cement, sugar and paper as well as in such previous government 
monopolies as steel and plantations. 


In the short term many of the above-mentioned government adjustment 
policies and structural reforms appear to be having an unsettling effect 
on private sector investment. This is perhaps to be expected given the 
convergence of adverse external circumstances with domestic changes in 
government policy. Credit reform has raised interest rates, the tax 
reform will force many businesses to pay more in taxes and deregulation 


may damage certain private monopolies. In addition, there is increased 
government emphasis on "Indonesianization," import substitution, and 
increased use of domestic products and services. In general, however, 
the government is effectively addressing the major issues of resource 
allocation and mobilization. Regulatory reform is an even more ambitious 
undertaking, however, since there is considerable ambiguity among the 
public at large as to the benefits to be gained from a more liberal, 
competitive, less guided economy. In addition, regulatory reform can be 
frustrated by a sometimes reluctant bureaucracy and even by a private 
sector which has grown accustomed to government protection and monopoly. 
Increasing the development role of the private sector will also require 
more than government action. The private sector for its part must be 
willing to take a longer-term view of investment opportunities and 
endeavor to improve the efficiency of its operations and the quality and 
priority of new projects. 


1984/85 BALANCE OF PAYMENTS OUTLOOK - REPELITA IV 


Indonesia's official projections of its petroleum (crude, products 
and condensate) export earnings for FY 84/85 are about 10 percent less 
than the actual 11.9 billion dollars earned in FY 83/84. Completion of 
two new LNG trains at Bontang and a similar increase in capacity at Arun 
will raise LNG exports for FY 84/85 to 3.2 billion dollars, a 45 percent 
increase over FY 83/84. Total oil/LNG exports are nevertheless projected 
to decline by about two percent to 13.8 billion dollars. Non-oil 





exports, encouraged by Western recovery, a competitive rupiah and export 
promotion programs, are targeted to increase by about 17 percent over FY 
83/84 to 6.1 billion dollars. The overall services deficit reflecting 
higher debt service costs is projected to increase about four percent to 
7.3 billion dollars. The current account deficit is expected to remain 
at approximately the same level in FY 83/84 at 4.7 billion dollars. The 
Government of Indonesia projects a small overall balance of payments 
surplus of around 200 million dollars for FY 84/85. 


The balance of payments projections for Repelita IV estimate that 
Indonesia will have a positive cumulative trade balance of 22.2 billion 
dollars (Repelita III was 13.7 billion dollars), a cumulative services 
deficit of 42.5 billion dollars (25.6 billion dollars in Repelita III), a 
cumulative current account deficit of 20.3 billion dollars (11.9 billion 
dollars in Repelita III) and net capital inflows of 22 billion dollars 
(16.6 billion in Repelita III). The projections indicate an increase in 
the share of non-oil exports as a percentage of total exports (from 30 
percent in FY 84/85 to 35 percent in FY 88/89) and a slight increase in 
government external borrowing requirements (from approximately 5.4 
billion dollars in FY 83/84 to 5.7 billion dollars in FY 88/89). 


DEBT SITUATION 


Indonesia has followed a prudent borrowing strategy over the past few 
years. The government's commitment to continued caution in overall 
external debt management can be seen in its courageous decision to cut 
foreign exchange-intensive public sector investment programs in May, 


1983. As of December, 1983 public and publicly guaranteed and 
outstanding debt was around 24 billion dollars; including undisbursed 
debt it was around 35 billion dollars. The Government of Indonesia has 
virtually no short-term debt and has a favorable mix of medium and 
long-term concessional and floating debt at an average maturity of around 
14 years. Official debt service for FY 84/85 will be about 3.2 billion 
dollars (about 1.8 billion principal, 1.4 billion interest). Official 
debt service payments for FY 84/85 on a net basis (i.e. exports net of 
0i1 sector imports and service payments) will rise to around 25 percent. 
The figures on public debt do not, of course, include private sector 
foreign debt which is estimated at between six to eight billion dollars, 
approximately equally split between short and long-term. The World Bank 
has recently estimated that total debt service (based on private and 


public medium and long-term debt) as a percentage of total exports was 19 
percent in 1983. 


The fundamental commitment of the New Order government to a free 
foreign exchange system coupled with growing foreign exchange borrowing 
by the private sector has raised questions for the government regarding 
its overall foreign debt management. It has taken strict measures to 
regulate public sector foreign borrowing to ensure that loans are 
obtained on the best conditions available and that discipline in 
maintained. Concurrently, however, the private sector is being 
encouraged to step up investments as a result of public sector spending 
constraints. The credit reform is helping mobilize domestic resources 





for private investment although high interest rates currently encourage 
savings more than investment. With respect to offshore borrowing, the 
government is at present managing the situation through monitoring of 
capital inflows and repayments. Part of a successful management of 
overall foreign debt will be an emphasis on equity capital instead of 
loan capital and continuation of deregulation and investment 


liberalization to ensure that private sector debt is used for 
economically sound projects. 


ENERGY SECTOR DEVELOPMENTS 
OIL: 


Indonesian production continues at or just above its OPEC agreed 
quota of 1.3 million barrels per day. In 1983, despite low output during 
the first quarter, the average for the year was 1.42 million b/d, 
including around 100,000 b/d of condensate. Reserves and infrastructure 
are sufficient to support this production level over the midterm. 
Exploration activity has fallen off slightly over the last several 
months, however, and while there have been a number of discoveries, 
current production is not being replaced. Delays in project approvals 
(both production and exploration) have resulted in some frustration on 
the part of contractors. In general, however, as reflected by the value 
of exports and the continuing high level of oil's contribution to 
domestic revenues, the sector is doing well. 


Pertamina inaugurated three refinery expansions over the last year. 


Although the hydrocrackers at Balikpapan and Dumai still have teething 
problems, break-in is proceeding relatively well. In January the GOI 
raised the price of most domestic products. Kerosene, fuel oi] and 
diesel, which together account for over 80 percent of demand, are up an 
average of 53 percent. Despite the increase, preliminary indications are 
that demand has increased over the 1983 level. We attribute this change 
to the improved level of economic activity. 


NATURAL GAS: 


Four new LNG trains were brought on stream in 1983 or early 1984 
raising rated capacity from 7.7 million tons per year to 13.9 million 
tons per year all of which is sold to Japan under long-term contracts. 
(Actual capacity is about 20 percent higher). As a result, 1984 will 
show a substantial increase in LNG exports. A contract was signed in 
September 1983 with Korea for two million tons of LNG per year 
necessitating construction of another liquefication train (Number 6) at 
P.T. Arun, North Sumatra. Deliveries are to begin in December 1986. 
Negotiations have just gotten underway with Taiwan for a prospective sale 
of 1.5 million tons per year, hopefully to begin around 1989/90. 


COAL: 
The government plans for the installation of over 1,800 MW of coal 


fired electric generating capacity during the next five years with 
further expansion thereafter. Conversion of virtually all cement plants to coal 
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is planned as well. Through these increases, the government intends to 
limit the increase in demand for fuel oil. A critical factor in meeting 
these goals is the willingness of foreign and production sharing 
contractors with exploration areas on Kalimantan to invest substantial 
sums (at least 50 million dollars each) in mines and infrastructure. 
These contractors are prepared to do so when it-is clear that supply 
contracts will be forthcoming. The first of these contracts should be 
signed in late 1984 or early 1985. 


AGRICULTURE 


To the surprise of most observers, Indonesia's agricultural sector 
performed remarkably well in 1983. The delayed and below average 1982/83 
rainy season led many people to believe that agricultural output in 
general and the production of rice in particular, would at best stagnate 
and probably decline compared to 1982 output levels. However, based on 
current data this does not appear to be the case. 


Embassy estimates place the growth in the agricultural sector at 
approximately seven (7) percent in 1983 (based on 1969-71 base period). 
A key development in 1983 was the production of rice, which rose about 
one (1) percent--earlier it had been believed by most observers that the 
crop would be lower than in 1982. The ability to increase rice output 
while contending with unfavorable weather conditions speaks well of the 
Indonesian farm sector and government production promotion efforts. 
Significant production gains were registered for corn, sugarcane, rubber 
and oi] palm products in 1983. 


Timely arrival of the 1983/84 rainy season and generally above 
average amounts of rainfall in major production areas indicate that 1984 
should be a good year for the country's farm sector. Although there have 
been reports of flooding in various parts of the country, the impact of 
these occurrences on total agricultural output is expected to be 
negligible. Overall growth in the sector is forecast at 3-4 percent. 
The ever important rice crop is expected to approximate 24.5 million 
metric tons (milled basis). The current main rice crop harvest in East 
and Central Java is progressing very well and a considerable amount of 
land has already been planted to a second crop. Production gains are 
expected for almost all major crops, the exception being copra and 
possibly corn. The coconut industry is still feeling the effects of the 
1982 drought, while the more than adequate supplies of water may 
influence some farmers to plant rice in place of corn. 


After reaching near self-sufficiency in rice in 1981 and 1982, 
Indonesia imported over a million tons of rice in 1983. This amount was, 
however, well below earlier expectations. Thus far in 1984 Indonesia has 
contracted for less than 200,000 metric tons of imported rice. When this 
figure is combined with deliveries this year of rice purchased in 1983, 
total definite import of rice in 1984 is less than 1/2 million tons. 
While further purchases may occur, it is unlikely that imports of rice 
this year will reach 1.0 million tons. Production gains in sugar and 
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corn also reduced imports of these commodities in 1983 and for 1984 these 
should remain low. On the other hand, supply shortages of vegetable 
cooking oils during the latter part of 1983 and early 1984 reduced 
exports of palm oil (a ban on shipments is in effect), and also led to 
imports of vegetable oil. Exports of most tropical products (eg. coffee, 
cocoa, spices) in 1984 should be at or above their 1983 levels, while 
imports of wheat, soybeans and cotton (the United States furnishes a high 
percentage of all of these commodities ) may change little from the 
levels in 1983. 


The GOI's import regulations, instituted in December 1982, covering 
fresh and processed fruits and vegetables (and other “luxury goods") 
remain in effect. The value of U.S. shipments of these items dropped 
from 18.2 million dollars in 1982 to 6.8 million dollars in 1983 (most of 
this amount entered Indonesia before the regulations became fully 
operational). A change in these regulations during the near term is not 
expected. Protection for local producers is in part leading to increased 
investment in truck and fruit growing agro-industrial development. 


For a number of years the government has undertaken a floor price 
program for certain farm products. The national food agency, BULOG, acts 
as the guarantor of these floor prices; should market prices fall below 
the floor price, farmers may sell their production (through the village 
cooperatives) to BULOG. Floor prices during recent years, as well as 
those effective February 1, 1984, are as follows: 


CROP YEARS 


1981/82 1982/83 1983/84 1984/85 
Rp/Kg 


Rice, rough 120 135 145 165 
Corn 95 105 105 105 
Soybeans 240 270 280 280 
Mung Beans 290 310 310 310 


In setting the floor prices the GOI takes into account, among other 
things, the relative calculated profitability of producing rice or the 
other commodities and the ultimate price to the consumer. 


IMPLICATIONS FOR THE UNITED STATES: Indonesia Export Boom 


After reaching an all-time high in 1982 of 2,017 million dollars, 
U.S. exports to Indonesia in 1983 (based on U.S. statistics) declined by 
25 percent to 1,460 million dollars. Indonesian exports to the U.S., on 
the other hand, which had fallen 29 percent in 1982, rose 25 percent to 
5,283 million dollars. Traditional Indonesian export commodities to the 
US account for the bulk of US imports from Indonesia: crude petroleum 
constituted 75 percent (4 billion dollars), rubber 6 percent (332 million 
dollars), petroleum products 6 percent (327 million dollars), coffee 3 
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percent (148 million dollars), unwrought tin (77 million dollars), spices 
(34 million dollars) and tea (25 million dollars). 


In the area of manufactured exports, the US market continued to be a 
major plus for Indonesian exports. In 1983, for example, Indonesian 
exports to the US of textiles and apparel grew 30 percent from 65 million 
dollars to 88 million dollars. Plywood and veneer grew even more 
rapidly, with exports expanding by 281 percent from 52 million dollars to 
146 million dollars. Clove cigarettes, duty-free under the US 
Generalized System of Preferences, grew by 300 percent from 1.2 million 
dollars to 3.6 million dollars. 


Major US exports to Indonesia during 1983 were: agricultural 
products--464 million dollars--wheat (158 million dollars), cotton (98 
million dollars), oilseeds (92 million dollars) and rice (28 million 
dollars); chemical and related products---251 million dollars---synthetic 
resins (88 million dollars), organic chemicals (40 million dollars), 
inorganic chemicals (41 million dollars), pharmaceuticals (22 million 
dollars) and fertilizers (10 million dollars); machinery and transport 
equipment---554 million dollars---aircraft and parts (109 million 
dollars), specialized industrial machinery (105 million dollars), 
electrical equipment (65 million dollars) and telecommunications 
equipment (28 million dollars); and miscellaneous manufactures---44 
million dollars---professional, scientific and control instruments (24 
million dollars). 


The above categories are areas of U.S. competitive strength that 
should be maintained. Market research conducted by the Foreign 
Commercial Service has identified 12 product categories which we believe 
offer the best sales prospects for U.S. equipment. The categories are 
aircraft and parts, avionics and ground support equipment, 
telecommunications equipment and systems, computers and peripherals, 
medical instruments and supplies, electric power generating and 
distribution equipment, food processing and packaging equipment, 
commercial maritime equipment, agricultural machinery and equipment, 
metalworking equipment, construction machinery and equipment, and pumps, 
valves and compressors. The U.S. market share of these equipment 
categories (i.e. 601 million dollars out of Indonesian imports in 1982 of 
2,255 million dollars) averaged 27 percent of total imports as oppposed 
to a U.S. share of 14 percent of the total Indonesian import market. 


COUNTERPURCHASE AND OTHER REGULATIONS 


American firms interested in competing for large Indonesian 
contracting and tendering opportunities should be aware of government 
measures which seek to promote local industry, indigenous Indonesian 
entrepreneurship, the transfer of technology, promotion of non-oil 
exports, and increased employment. KEPPRES 10, issued in January 1980, 
established a procurement guidance team which reviews all government 
procurement contracts over Rps. 500 million ($500,000) for price and 
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compliance with government policies to promote domestic products and 
services. KEPPRES 14A, issued in March 1980, regulated the expenditure 
and management of state budget funds to ensure that the provisions which 
establish preferential treatment for domestic suppliers are observed. 
These two decrees (and KEPPRES 18) have recently been updated by KEPPRES 
29 and 30 issued on April 21, 1984. Among other things, KEPPRES 29 
stipulates that Ministries. and other government agencies as well as 
State-owned companies and banks are required to use domestic goods and 
services, whenever available, in the implementation of construction 
contracts and the procurement of goods and services. KEPPRES 30 sets 
forth the establishment of procurement teams at the Ministry or 
department level modeled after the existing State Secretariat procurement 
guidance team. These teams ensure that contracts awarded under Rps. 500 
million ($500,000) give top priority to domestic goods and services in 
the implementation of construction and procurement of goods and services. 


While the two new presidential decrees are not much different from 
KEPPRES 14A and 18 which they replace, the decrees do reflect government 
moves to give preference to domestic companies, products and services and 
further centralize and tighten control over government expenditure. The 
government's campaign to encourage local content and procurement has 
generated "Buy Indonesian" and "I love Indonesian products" stickers in 
an effort to encourage private sector support for local industry. Some 
concern has been expressed by foreign assistance agencies and 
international financial institutions about implications for efficient 
procurement and implementation of aid projects, but thus far problems are 
generally being worked out on a case by case basis. Foreign contractors 
are also finding it difficult to comply with these regulations when 
bidding on government or parastatal contracts. 


In addition to the measures above, the government is continuing its 
policy that willingness to help stimulate Indonesian non-oil exports 
would be another factor taken into consideration in awarding contracts. 
This export counterpurchase policy was an additional export promotion 
measure formally adopted in January 1982. The policy links contracts in 
excess of Rps. 500 million ($500,000) executed by the government, 
nondepartmental government institutions, and state enterprises which are 
financed by foreign exchange from the state budget or export credits to 
an obligation by the foreign exporter to purchase an equal amount of 
specified Indonesian export commodities. Indonesian non-oil commodities 
which may be used to meet the counterpurchase requirement are, among 
others, rubber, coffee, pepper, tobacco, dried cassava, cement, sawn 
timber, plywood, other processed wood products, and certain textile 
products. While the pace of counterpurchase appears to have slowed 
during the past year, the government announced in January 1984 that the 
total value of counterpurchase contracts signed since January 1982 
totalled over 765 million dollars of which over 300 million dollars had 
actually been exported. 





PROJECT FINANCING 


World Bank and Asian Development Bank projects in Indonesia continue 
to be of considerable interest to American business. Many of these 
projects have provided sales and service opportunities for competitive 
firms while other projects concentrated in infrastructure and training 
are providing the foundation for viable private sector development in the 
future. Combined World bank and ADB loan commitments to Indonesia were 
over 1.5 billion dollars in 1983 and will likely remain in this range 
annually for the next few years. 


The continuing current account deficit coupled with Indonesian 
concern about its future debt service capacity will make selling to the 
public sector more difficult. The Coordinating Minister for Economic, 
Financial and Industrial Affairs, Ali Wardhana, recently announced that 
the government aims to reduce the commitment level of import-related 
credits consisting of bilateral and non-concessional loans and buyers' 
and suppliers’ credits. The government appears to be holding to its 
rephasing decision of May, 1983 which deferred or cancelled a number of 
capital import intensive projects and is generally keeping a tight rein 
on capital imports. (Capital imports for both the public and private 
sector were 6 billion dollars in FY 82/83, 5.4 billion in FY 83/84 and 
are projected at 5.8 billion in FY 84/85). The government, however, has 
permitted a few previously postponed projects to move forward when 
foreign suppliers have been able to obtain concessional financing and 
projects that would not move forward under non-concessional financing are 
sometimes approved when mixed credits are available. This has created 
enormous pressures on foreign suppliers and their governments to offer 
mixed credits or soft financing for Government of Indonesia sponsored 
commercial projects. There have been ongoing discussions in OECD to 
maintain a unified position among OECD countries on export credits for 
all developing countries, but the concensus appears to have broken down 
on several occasions for Indonesia. US Exim Bank is willing to consider 
concessionary terms under certain specified conditions and, in fact, 
recently assisted an American company in winning an important contract 
with a 20 million dollar highly concessional financing package. 


Maintaining the American export level to Indonesia at the 1.5 to 2 
billion dollar level will require sound market analysis and aggressive 
salesmanship of quality products at competitive prices, terms and 
conditions. Fortunately, American banks and other financial institutions 
are well situated to offer guidance on doing business in Indonesia as 
well as credit and financing assistance. The four full-service U.S. 
banks provide a full range of banking services in Jakarta. There are 
also ten U.S. Bank representative offices who have employees in Jakarta 
to respond to the needs of American exporters. In addition to the above, 
several American banks have participation in Indonesian non-bank 
financial institutions which permit them to service customers outside of 
Jakarta. In the last two years or so ten American joint-venture leasing 
companies have been established in response to new legal regulations and 
financing opportunities in Indonesia. American exporters should look 
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into this new financing mechanism as a way to improve their position in 
the Indonesian market. 


COMPETING FOR SALES - MARKET ACCESS ISSUES 


In addition to domestic preference and counterpurchase programs 
previously discussed, a number of recent developments in the Indonesian 
market place summarized below are of interest to American exporters. 
Further information can be obtained from the U.S. Department of Commerce 
or the U.S. Embassy. 


-- Import Licensing: The Minister of Trade has issued a series of 
regulations beginning on November 1, 1982 imposing registration and 
reporting requirements on local agents for a number of products and 
requiring certain products to be imported by State Trading Companies. 
Products covered include heavy equipment, automotive spare parts, 
consumer electronic equipment, textile machinery, industrial machinery, 
Chemicals and metal products. Additional regulations covering foods, 
beverages and other "non-essential" terms were issued in late December, 
1982. These regulations do not impose import controls per se, but create 
the legal framework should the Government so desire in the future and, in 
fact, the licensing system currently in effect for these items has halted 
the importation of fresh fruits and vegetables. Supplemental rulings 
have also been issued requiring certain products to be imported by State 
Trading Companies. In some cases the state companies have been willing 
to handle the import on behalf of existing importers for a commission. 

In other cases they have sought to source outside of existing channels 
and thus cut out traditional suppliers’ products subject to these 
monopolies. Assignments include steel, food, liquor, and lubricating 
oils. 


-- Sole Agency: The Department of Industry in July, 1982 issued revised 
decrees reinforcing the requirement for the appointment of a "Sole Agent" 
for certain industrial products including automotive equipment, heavy 
construction equipment and consumer electronics and household 

appliances. While the revised decrees incorporated some improvements 
over the existing sole agency regulations, they provide considerable 
protection for the Indonesian agent in terms of length of contract, 
termination and compensation due them on termination. The new 
regulations on balance make it more difficult for foreign principals to 
Change local representation. Thus a U.S. company should take 
considerable care in the critical process of selecting an agent. 


-- Industrial Property Rights: Indonesia recently enacted a copyright 
law for the protection of locally published materials and is considering 
joining the Vienna Convention for the protection of materials published 
abroad. Indonesia's trademark law operates on the principle of first 
registration. There have been cases of registration by local 
entrepreneurs of international trademarks for local use. The Indonesian 
trademark office is trying to institute a system to weed out such 
applications. Indonesia's first patent law was in final draft form in 
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May of 1984 and was undergoing final interagency review prior to being 
submitted to Parliament. Up to the present, a system of patent 
registration has been in effect to establish priority for protection 
under the eventual law. 


-- KEPPRES 18/82: This Presidential Order on shipping requires all 
Indonesian government imports and exports to be carried on Indonesian 
bottoms. This policy has a number of implications for U.S.-Indonesian 
trade including import and export competitiveness, the interest of 
shipping lines and AID and Exim bank regulations. Consultations between 
the Indonesian Government and a number of other governments, including 
the U.S., have been held on the implications of this new order. 


MAJOR OPPORTUNITIES: REPELITA IV (1984-89) 


The major adjustment policies undertaken by the government during 
1982 and 1983 are affecting export sales to Indonesia. As these policies 
are still in force, it is difficult to outline future major project 
opportunities. Given expected capital investment constraints on the 
public sector, the Indonesian private sector will likely become a more 
important development partner during the Fourth Plan than it was in 
previous plans. Thus American companies contemplating business activity 
in Indonesia should focus more strongly than before on the private as 
well as public sector. The private sector interest in cement, 
agrobusiness, forestry and wood products is especially pronounced and 
offers excellent sales opportunities for American firms. The government 
is encouraging investment in backward and forward linkages in areas such 
as automotive manufacturing, agro-industry and marine products. 
Electronics and textiles are other industries undergoing government 
sponsored assessments and expansion encouragement. There is American 
private investment interest in many of these areas which would likely 
increase the chances for American follow-on sales. American firms 
interested in actively following Indonesian projects should visit the 
area regularly and consider appointing an aggressive Indonesian agent. 


Interested U.S. firms should request from the U.S. Department of 
Commerce Indonesia desk the Embassy's periodic comprehensive major 
projects list, which is updated regularly. This list, in addition to 
describing projects by name and noting estimated cost, also identifies 
the funding source, the projected agreement/contract date, status, and 
the name and address of key contacts. 


American firms wishing to sell in Indonesia will also be interested 
in the Commercial Section's schedule of U.S. Government-sponsored trade 
promotion events planned for calendar year 1984 in Jakarta, Medan, and 
Surabaya, including catalog exhibitions, video catalog shows, technical 
seminars, trade missions, and full-scale trade fairs. The tentative 
schedule for the balance of 1984 includes the following: 


Airconditioning & Refrigeration Trade mission 
Jakarta, August 6-7 
Surabaya, August 8-9 





Automotive Parts & Accessories Trade Mission 
Jakarta, August 27-28 


Hospital & Health Care Equipment Catalog Show 
Medan, September 24-25 
Surabaya, September 24-25 


Food Processing & Packaging Equipment Catalog Show 
Medan, October 28-29 


Food Processing & Packaging Hotel Equipment Catalog Show 
Denpasar (Bali), November 19 


Security & Safety Equipment Catalog Show 
Surabaya, November 4-5 
Medan, November 7-8 


Hi-Tech U.S.A. Trade Fair 
Medan, December 10-13 


These events offer an excellent opportunity for American firms to 
promote their products and services in the Indonesian market. For more 
information, contact the Commercial Section of the American Embassy. 


Detailed and up-to-date information on market prospects and selling 
in Indonesia, as well as the above exhibitions and Foreign Commercial 
Service-sponsored participation in them can be obtained from any of the 
district offices of the U.S. Commercial Service located throughout the 
United States. Particularly useful for newcomers to the market is a 
Commerce Department publication entitled, "Marketing in Indonesia". 
Studies on a number of sectors and product categories in the Indonesian 
economy are also available. Companies and their representatives will 
also find the commercial and economic sections of the American Embassy in 
Jakarta and the American Consulates in Surabaya and Medan valuable 
sources of information, assistance, and advice on doing business in this 
market. We suggest that those businesspeople planning to travel to 
Indonesia write or telex the Embassy's Commercial Section at least three 
weeks before their visit to ensure that any business appointments they 
wish to schedule or assistance they require can be provided or arranged 
prior to their arrival. We also recommend that business travelers make 
hotel reservations in Jakarta, Medan, or Surabaya prior to arrival. The 
Embassy's address is: American Embassy, Medan Merdeka Selatan 5, 
Jakarta, Indonesia. Businesspeople writing from the United States are 
encouraged to use the APO: American Embassy, Box 1, APO San Francisco 
tate The Embassy's: telephone number is 360360 and telex number 44218 

MBJUKT. 





Announcing the 
Export Administration 
Annual Report for FY 1983 


This report answers your questions on export control: 

e How many license applications were processed in FY 19837? 

e What commodities controlled under the Export Administration 
Act were exported to the U.S.S.R., Soviet Bloc countries, and 
the People’s Republic of China? 
What were the national security, foreign policy, and short supply 
controls in operation during FY 1983, and how were they 
employed? 
How has export control enforcement been stepped up in the 
past year? 
What have been the achievements of the program to keep U.S. 
companies from complying with foreign boycotts? 


The report also includes: 
e The Export Administration Act of 1979, as amended. 
e The report to Congress extending and expanding foreign 





policy export controls in January-1983. 
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You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
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investment conditions and opportunities. They'll bring 

you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns 

@ industry trends 

@ distribution channels 
@ natural resources 

®@ population 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by US. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
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